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SELECT FUNCTIONS OF PRICE, SUPPLY, AND DEMAND
IN MARKET AND STATE ECONOMIES
Study II
by Gilbert Almquist
Introduction
More than any other market aspect, price has the most direct
linkage to supply and demand.
Suppliers make product decisions
according to production costs. Consumers decide their purchases after
considering prices. Most prices are not set arbitrarily. Many factors
must be analyzed before proper prices are applied. For this reason, the
market manager must consider pricing strategies, evaluate applicable
factors, set the price, predict its effect on the market, then observe
the outcomes. Sometimes the outcomes are not in accord with the
predictions. Prices and their effect on market supply and demand are
not absolute. There are varying aspects in the market which make
predictions mere assumptions or speculations in most cases. In the case
of price effects, the predictions have the least degree of certainty.
Adam Smith proposed in his book The Wealth of Nations that an
invisible hand is at constant work in the marketplace. Market research
does not always reveal what is actually taking place between the
consumers and suppliers. The market's behavior in response to an action
or event is not as easily observed as with other sectors of the economy.
However, predictions based on numerous case studies can be made with
some degree of accuracy.
Predictions are usually based on the
proposition that the market is behaving rationally. Nearly every
hypothesis and theory concerning the marketplace is based on this
proposition.
This study will focus on those hypotheses and theories associated
with price, supply and demand. The specific purpose of the paper is to
explain how price affects supply and demand in state and market
economies. The paper will also address the reciprocal relationship by
reversing the independent and dependent variables; namely, how supply
and demand in state and market economies affect price.
Economics of Price, Supply, Demand and Equilibrium
I~ market economies, supply and demand interact to determine
price.
In state economies the opposite might also be true--price can
be used to determine supply and demand. Regardless of which format,
certain general rules apply to each of the three elements in both
economies. All three play a part in determining the means by which to
achieve favorable ends.
Jack Hirshleifer states that the most important m~rket goals (ends)
are achieved by considering two analytical techniques:
Gilbert Almquist is completing his Master's degree in Geography.
He plans on graduating in August and then moving to the East Coast for
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Political Science as a graduate instructor for Political Inquiry.
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1.

Optimization

attainment of a best or preferred
market position

2.

Determination of
Equilibrium

the condition of market balance when
all individual decisions work together.

To understand how these techniques apply directly to the topic, the
supply and demand diagram should be used.
The two axes below represent Price (P) and Quantity (Q). Ratios
are formed by their interaction and establish the supply (ss) and demand
(dd) curves. For each price of a given product (A) there will be a
corresponding number supplied and demanded.
The theory of demand explains that the lower the consumer price,
the more demand for the product. This condition is represented by Od.
However, the supply curve shows that suppliers are only willing to
produce at Qs for the lower price. Therefore, a shortage for that
product will exist. Competition for a scarce commodity will place
pressure on the price. In time, price will increase to the point where
the demand and supply curves cross. This is the equilibrium point (E).
The equilibrium theory of price explains that "two forces operate in the
field of price--supply and demand. These forces bring about a price at
which the quantity dema~ded by buyers equals the quantity that sellers
are willing to supply."
At this point there is no upward or downward
pressure on price--the market is running smoothly, and price is stable.
Markets generally work toward the equilibrium position automatically
when outside forces do not interfere.

p

Q

Supply-Demand Diagram/Product A
This brief overview leaves the impression that the market in
relation to price, supply and demand operates like clockwork. The truth
is that this diagram by pure definition is only a model--the purpose of
which is to he 1p predict the consequences of changing price in the
market.
The convergence point of the supply and demand curves show the
30

equilibrium values of price and quantity exchanged. This is the point
of optimization or preferred market positions.
The model helps
facilitate the determination of this equilibrium where all individual
market decisions work together at maximum efficiency.
Elasticity
One of the most important aspects of price and quantity in any
economy is elasticity. Elasticity is computed using the following
formula:
percentage change in quantity d~manded
percentage change in price
For each product on the market there is an elasticity curve. This
curve indicates how flexible demand is when prices change for a
particular product. The more horizontal the elasticity curve, the more
flexibility the product has in respect to price changes (A).
Conversely, the more vertical the elasticity curve, the more
inflexibility the product has (B). For example, the elasticity curve
for a certain brand of common breakfast cereal is fairly horizontal (A).
The reason for this is the number of substitute products on the market.
It is easy to substitute another similar product for the one with an
increasing retail cost. On the other hand, insulin is considered
inelastic. Consumer demand is stable regardless of price. There are no
substitutes for insulin; therefore, the elasticity curve is nearly
vertical (B).
Market managers should steer companies toward the production of
i ne l asti c products--those with elasticity curves approaching the
vertical. This would insu 5e more stability of demand for those products
should the economy weaken.
Producers must also be aware that competing
firms may develop similar or substitute products. The effect this has
on the elt5ticity curve is to pull it toward the horizontal position
over time.
Therefore, production secrets must be well-protected, and
new technology developed that secures the product's uniqueness year
after year.

A

---

B

\

Market Economies
Fi rs t, it should be noted that the ideal market economy does not
widely exist. "The only major exceptions," according to Milton Friedman
are, "nearly a century of free trade in Great Britain after the repeal
of the Corn Laws in 1846, thirty years of free trade y, Japan after the
Meiji Restoration, and free trade in Hong Kong today."
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Today's economies are more accurately titled semi-market economies
since they are influenced by interfering governments and their agencies,
as well as many international organizations. Still, economic tools are
at work and deserve close inspection. Price is one of the most vital
and interesting tools.
Price in a market economy is a question of modern economics. The
buyer's impact on the market is considered demand. The producer ' s
impact is supply. Both supply and demand vary depending on a number of
components. Demand is a function of complements, substitutes, income
levels for normal and inferior goods, transaction costs, elasticity,
tastes 8and preferences, past purchases and expectation of future
prices.
Supply is a function of price pro~ction costs, technology,
transaction costs, and sellers' expectations.
The market manager must
consider these various components before determining prices for products
in given markets.
In a market economy it is likely that consumer preferences for
certain goods will change over time. Suppose consumers demand more of a
given product. Suppliers, however, are not willing to produce more of
the product at the same price. Quantity demanded exceeds quantity
supplied. One of the classical laws of economics states that 11 The price
of a prruJuct wi 11 rise if the demand for the product exceeds its
supply. 11
This is considered upward pressure on price. Over time, a
new demand curve will intersect the existing supply curve at a price
higher than the previous equilibrium price. Because price has increased
so has supplier willingness to produce more. The result is a new point
of equilibrium with a stable quantity demanded and supplied for a
certain price.
Now suppose the producer in a market economy decides to supply more
of a product at each price. The supply curve will shift to the right.
Consumers, responding to a flooded market, will only buy the additional
product if the price decreases. This hypothesis, first advocated by
Jean-Baptiste Say, a nineteenth-century French economist, is not
considered completely acceptable today. George J. Stigler believes
Say's law--supply creates its own demand--is not applicable to modern
market economies. Truly it is more used in non-monetary societies where
income is considered what one produces. Those products are then used to
buy what you need.
Since one's hope of survival is based on income, he will only
produce goods that can be traded. Therefore, increased supply would
suggest increased demand. It is logical that Say would see his world in
this light. But, today's monetary system no longer thinks of the market
as trading eggs for wheat.
Nevertheless, supply-push scenarios are still spoken of. The
demand-pull and supply-push concepts yield the following proposition:
If demand increases, equilibrium price and quantity both rise.
If supply in~ eases, equilibrium quantity rises, but equilibrium
price falls. 1

32

p

p

Q

positive demand shift

Q

positive supply shift

In theory, this is how the market should naturally function.
However, the market can be manipulated to some extent. Governments are
generally the actors playing the role of manipulators.
Various
techniques have evolved by which the market is used or altered to insure
equity and political stability. Most unnatural interference affects
price. Price changes then affect demand and supply. The following
techniques are the most widely used.
Sales Taxes. A tax on sales has the effect of shifting the supply
curve to the left--where consumer prices are higher and quantities
supplied are lower. Producers and retailers tend not to absorb the
taxes levied against them, but rather transfer the burden to the
consumers through higher prices. This accounts for an increase in price
and decreases in supply and demand.
Price Ceilings. A price ceiling is often introduced to check an
inflationary market. A price ceiling has the effect of cutting back
production. The products become scarce when the price ceiling is placed
below the equilibrium price. Suppliers are not willing to produce the
amount of product that is demanded for the lower price. Normally,
shortages produce upward pressure on price; however, the pressure cannot
be released because of the interfering ceiling.
Price ceilings were common during World War II. Controlled prices
in Japan partially caused severe food shortages. The city dwellers were
forced to travel into the countryside looking for food. 11 0n one single
day, it was 19torted, over 900,000 persons trekked from Tokyo into the
countryside. 11
Price Floors. A price floor is another form of price interference.
Price floors generally establish a minimum price above the normal
equilibrium value. Suppliers are willing to produce more at the higher
price.
Consumers, however, are not willing to purchase the same
quantities at the higher price level. The result is a product surplus.
Unless the government purchases the surplus, companies will reduce
production to the amount the market will bear.
The United States government, for example, has attempted to support
domestic suppliers of agricultural products since the 1930s. After a
parity price was established between agricultural and non-agricultural
products, any unsold portions of 11 supported 11 crops would be purchased at
90 percent of the parity price by the Commodity Credit Corporation. By
the 1950s, the CCC had enormous amounts of produce in storage. Food
stamps and school lunch programs were started to dispose of the surplus.
Some farmers were even paid not to produce under a system of acreage
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limitations. Whether it is the government or a private organization,
the "buyer of last re1~rt 11 of a product with a price floor must
accumulate an inventory.
Meaningful pri ~ ceilings hold down prices. Meaningful price
floors keep them up. 1 Both price ceilings and unsupported price floors
cause the amount or product exchanged to fall below the normal
equilibrium level. Regulation of price, therefore, whether designed to
benefit the consumer of producer, can stifle a nation's supply system,
cause unemployment, decrease the efficient use of resources and cause
small producers to be pushed out of the market.*
In any case, market distortions are caused by interference.
Unintended and unwanted consequences are often the results when
government intervention seeks to avoid politically adverse situations.*
These are the basic elements of a market economy. The interaction
of these elements makes for an interesting study. Prices in market
economies, for example, are set by considering the price of similar
products already on the market, the elasticity of the product, the
production costs (including labor, materials, technology, and ~~siness
load), shipping costs, sales promotion costs, taxes, and markup.
In a market economy, producers are free to decide their product
prices. Only in the case of government regulations is there an outside
party affecting the price decisions directly. After considering the
company's profit motives, the market and costs, the market manager must
determine the "right" price for the product. Profit motives dictate how
much percentage of straight dollar amount the company must realize in
profits for each unit produced. If the experimental market indicates
that the consumer cost is too high, the wholesalers and retailers are
not willing to cut their profit margins, then the producer must either
cut labor cos ts, decrease the product I s equality, alter the profit
motive, or stop the project until technology or the market changes.
If a firm plans on exporting its product, there are even more
aspects of price to consider. Added to the considerations for domestic
goods are tariffs transport costs, export packaging, insurance costs
and foreign taxes. 16 In addition, the exporting company must understand
the consumer demands of the foreign market. Within what price range
will the product be competitive? What lo/ the overall demand and
competitive situation of the foreign market?
Purely competitive markets would have identical producer prices for
their products.
In reality, however, most markets show imperfect
competition. This allows product prices to vary from city to city,
state to state, country to country. The freedoms offered by a market
economy allow producers to sell above or below the competitors' prices.
Generally, higher prices must be supported by other product features.
For example,
The Singer Company was facing strong price competition in sewing
machines in a Far Eastern market. Singer was able to maintain a
strong market position even though its prices were significantly
higher than prices of the Japanese machines.
The company
emphasized produce quality, liberal credit terms, and sewing
cla~s~s f~ 8 buyers in its successful attempt to maintain market
pos1t1on.
One thing is clear, the price of the produce must be set so as to
maximize return on the export investment. Vern Terpstra gives the
following propositions concerning prices in foreign markets.
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The lower income levels in foreign markets may require the
firm to set a lower price to achieve sales in any volume.
2. Foreign competition may dictate a lower price.
3. The firm realizes that even with a lower f.o.b. plant price,
the product still can be more expensive in the foreign market
because of the transport and tariff costs and other add-ons.
All these add-ons could price the product out of the market if
the f.o.b. plant price were high.
4. The firm may consider that costs of exports are actually less
because research and development, overhea~'9 and some other
costs are already covered by domestic sales.
Whether the market economy is foreign or domestic, general
principles of price, supply and demand apply. Yet, these principles are
not only a pp l i cable to market economies. State economies al so use the
propositions, hypotheses, and theories of price, supply and demand to
structure their production and consumption sectors. State economies,
however, use these pri nci pl es differently than market economies. The
following section points out these differences.
State Economies 20
State economies have four basic tenets: (1) Concentration of power
in the Communist Party representing the working classes, (2) Social
ownership of the means of production, (3) Socially equitable
distribution of national income, and (4) Central economic planning.
Pricing is a feature of each.
It is used to further the Party s
policies, helps determine production goals, plays a role in income
levels, and is a key factor in central economic planning. A brief
introduction is required before we can fully understand why pricing is
an integral part of state economies.
The problem of pricing in a Socialist economy is of a
different order of magnitude from that under capitalism. It is
certainly more complex and controversial. Pricing is not merely
a question of economics but also one of ideology and politics.
Being a value category, price cannot be disassociated from
labour, ideologically the only source of value. And yet if
pricing is to achieve social objectives, prices must deviate
from the amount of labour embodied in particular goods and
services. Pricing is also the most important nerve center on
social grounds. In fact, at one stage in the USSR, economists
were forbidden to discuss the principles of price formation
because, as Molotov warned in 1938, 11 prices concerned politics
not economics. 11
The views widely held in capitalist countries, that
Socialist prices lack rationality and that under central
planning the role of prices is reduced to insignificance, are
grossly misleading.
Although prices do not determine the
a 11 ocati on of resources to the same extent as in a market
economy, in all other respects they play a vital role: they are
actively used as an instrument of economy and s~1ial policies,
and as such they have a rationality of their own.
State economies have been changing their policies concerning price
and market functions for many years. As indicated above, price is a
factor of ideology and politics.
State economies use price to
1.

1
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manipulate demand. The supply mechanisms are also us~ to control
demand. In market economies the producers are in control.
In most state economies t2~ay, the Law of Value is the underlying
socialist doctrine of prices.
Karl Marx formulated the approach,
which virtually ignores demand as a variable in establishing price.
According to the Marxian formula, value is determined 11 by the amount of
'socially necessary labor' (i.e., efficient labor ijperating under normal
conditions) embodied in the article in question." 2 The formula is:
C

+

V

+ m

c = constant capital (materialized labor)
v = variable capital (wages)
m = surplus value (created by labor alone) 25
It must not be assumed, however, that the Law of Value is accepted
by every socialist planner and economist. Some completely reject the
Law, others accept it totally. One Soviet economist pointed out that
the Law of Value "reflects the most effective ways and means for the
development of Socialists production and the achieveme~of the greatest
poss i b1e effects with the 1owes t poss i b1e out 1ays. 11
However, the
majority of Socialist economists now believe that pricing should be
based not on 'value' but on 'production price,' because only t~~ latter
reflects social cost and is thus more conducive to efficiency."
In truth, neither value nor production costs is the only
consideration. Price setting is a function of many variables all
combined to achieve a variety of objectives. Underlying the new methods
of pricing is still the Law of Value--only today it has been adjusted
and adopted to suit the states' goals.
In the last decade it has become increasingly apparent that not
every socialist economy has the same ends and means. Jozef Wilczynski
has pointed out:
the actual formation and structure of prices in each Socialist
country a re not a product of one comprehensive and consistent
model, but a consequence of historical development and partial
reforms, carried out at different t~§es and influences by ad hoc
social and economic considerations.
One reason for this disparity is that neither Marx nor Stalin left
a complete method for price analysis. Marx also did not exclude any of
the capitalist methods despi;!~ his "violent criticism of the capitalist
market economy" in general.
He did mention, however, 'Y1cJt the end
result of any pricing scheme must show maximum efficiency.
Nicholas
Spulber has said:
The law of value governs prices--the market value constitutes
the point of gravitation of prices--but the price level itself
or price changes automatically provide changes in supply and
demand, provoke reaction, which must be analyzed. Instances of
such an analysis can be found in the works of Marx, and in
particular in the chapter on competition in Vol. III. The
problem of different forms of capitalist monopoly, the changes
in the forms of competition, the diminished role of competition
owing to prices, the reaction of consumers' demand to price
changes or changes in consumers I income--to name only a few of
the problems--not only merit an analysis, but without such an
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analysis it is impossible to understand exactly the mechanism of
contemporary capjfalism, or to build an efficiently functioning
planned economy.
The critical analyses Spulber speaks about are now conducted in
most Socialist countries either directly by a Council of Ministers or
one of its subdivisions. These powers include:
1. Establishing general principles by which to determine prices.
2. Defining the role of different price-setting bo~~es.
3. Fixing the prices of key products and services.
The price-setting hierarchy divides into a State Price Planning
Commission, which receives price proposals from the various ministries.
The ministries base their proposals on the figures given by branch
(economic or industrial) associations and regional price committees.
Despite the fact that price policy is still centrally planned,
price setting functions have been considerably decentralized in the last
wave of economic reforms. Prices for the rnsi~t important raw materials
and consumer goods are still set centrally.
However, a large number
of product prices are negotiated by the market enterprise--so long as
they remain within certain price boundaries the state planners have set.
This freedom is not to be taken as the first step toward eventual
adoption of a market economy. The state will continue to control the
overall market. This way, should the system begin to turn in a
direction adverse to state goals, the freedoms in the marketplace can be
reduced or abolished. The most recent example of this happening is
Czechoslovakia. According to the Czech publication, Zycie gospodarcze,
"The state reduced the range of retail prices which could be determined
freely in the market from 25 percent in 1966 to 13 percent of a34 retail
prices in 1976. Similar controls had to be imposed in 1968. 11
(This
corresponds to the political issues concerning Czechoslovakia at the
same time period.)
The Czech example was one of a step backwards. Most Socialist
countries do not want to make similar mistakes. There exists a general
trend in many state economies to reform the old policies to now
facilitate their industrial growth and export potential. These 11 forward
steps" have not bypassed the critical issue of prices and price setting,
however. Pricing is still used to control the markets.
The two-tiered pricing system is the most widely used. Prices are
paid to the producers by the state. Consumers pay the state for the
products they buy. The whole system is illustrated in more detail on
the following page.
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In principle, this is how prices are set. The main concern is how
the prices are then used to influence supply and demand.
In the first stages of production, industries are given a price
list for raw materials. Each industry is also assigned a quota based on
the previous year's production and any improvements each industry has
made. These quotas are generally not met. Despite government price
incentives to reach the quotas, many pl ant managers purposely fail to
match actual production levels with the state-imposed goals.
The
reasons behind this are based purely on logic. The managers know that
if they reach their quotas, then the p1anners wi 11 assume that the
industry is healthy and should stretch even more next year. To keep
quotas from skyrocketing managers purposely fall short each year.
The state is not powerless, of course, when it wants to increase
production.
If it wants to encourage consumption of a particular
product, it will simply raise the enterprise cost. The extra funds
allow industrial managers to expand their operations. The fact that
enterprise costs rise does not mean that consumer prices will also
38

increase. This would defeat the state's purpose of expanding demand
since higher price means lower consumption. To solve the problem, the
state simply receives less profit from the fluctuating turnover tax. If
the state wants to decrease or increase demand, it raises or lowers the
tax yield.
This is one of the key tools the state economies use to control the
amount and nature of products passing through the market. A greater tax
yield (an increase in the turnover tax) will increase the retail cost.
According to the theory of demand, rising unit price will decrease
product consumption. As one can readily see, the market is assumed to
behave as it would in any economy. The difference is that in market
economies consumer tastes and preferences affect supply and demand. In
the state economy, the price is used to manipulate demand and alter the
consumers' tastes and preferences.
Prices are also manipulated to control income levels and private
savings. State economies thrive on the constant exchange of money.
Idle money does not help the system. If too much money is suspected of
being saved at home, then the planning committees will simply raise the
prices of the basic consumer goods. Si nee the e 1asti city curve for
these goods is fairly verticle, consumers will be forced to pay the
higher prices. The end effect is to bring the excess capital from out
of the closets and put it into the system.
However, there is ample evidence that neither the groducers nor the
consumers appreciate or want changes in retail prices. 3 Instead, it is
suggested that nominal wages be regulated in order to control the
distribution or accumulation of personal income. 37
One area, in respect to income control, has been difficult for
state economies to handl e--the b1ack market. Mani es exchanged through
the black market are virtually impossible to tax, let alone estimate.
The black market also affects supply and demand. Ota Sik has summed it
up this way:
Since producers are, to a considerable degree, given incentives
to engage in productive activities that run counter to demand,
perpetual shortages and an attendant parallel (or second)
economy operating through ~eack markets have become hallmarks of
the Soviet-type economies.
When there is a scarcity of goods, there is upward pressure on
price. The private se 11 ers can charge more for the commodity in the
open markets without the fear of too much pressure from the state.
Depending on the products, some black marketers wait to se 39 until the
state system fa i 1s to meet the 1eve 1 of consumer demands.
Entering
the market at this time they can charge more for their goods and drain
the c~pit~
out of the consumers that the state would prefer
capturing.
Another basic market function employed by Socialist countries is
price freezing. The purpose and technique is the same as in market
economies.
Czechoslovakia used this tool to fight uncontrolled
inflation in 1970. The freeze was only temporary since in the long run
11
th is measure was bound to have an adverse effect on the resp4rs i veness
of production enterprises and trade organization to demand. 11
In the
short run it did stabilize demand and stopped the unnatural flov,1 of
capital out of the investment sector.
Some Socialist countries, like Yugoslavia, have released price
controls and fixed target prices to restrict domestic demand instead.
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The Yugoslavian Economic 4~esolution of 1982 sets target prices 15
percent higher than 1981.
The goal is to decrease demand for a 11
goods except those of basic necessity. This appears to be a move toward
freeing resources for export production instead of domestic consumption.
Direct government subsidies to industry is another means used by
which to control the ends. In the case of Soviet agricultural products,
the desired ends were low, stable prices for food. This was a difficult
goal. From 1970-78 average wages in state agriculture rose by more than
40 percent. Over the same period of time, pay per day on the collective
farms rose 34 percent. These two factors, added with increasing
expenditurij~ on machinery, fuel, and fertilizer, resulted in immense
subsidies.
Garbuzov, the Finance Minister, has stated that subsidies
paid to state and c~ lective farms will reach 100 billion rubles for the
five years 1976-80.
Most state economies subsidize a number of industries beside
agriculture. Bread producers are given large subsidies to keep the
price of bread artificially low. Energy producers receive large amounts
of subsidy aid. Rent is also subsidized by the government. Depending
on occupation, family size and location, a Soviet worker can have all or
most rent paid by the government.
Demand is also manipulated by forcing thousands of shoppers to
stand hours in line for the most basic necessities. This queuing can be
for meat, butter, toilet paper, or clothes. If one considers standing
in line for hours, he might decide to change his tastes instead. There
is invariably enough product available for goods the government wishes
to dispose of that queuing is unnecessary. Yet, when a product is
scarce or subject to tight government control, it may be allocated bit
by bit through the art of 11 line-making. 11
When one really analyzes why the state economies are so controlled
and watched, they discover the explanation lies in the desire for
political stability.
This is a paramount concern of all state
governments, and prices are involved here too.
When prices are stable, the political situation is stable. To ease
mounting political pressures, the Polish government continually promised
not to raise prices from 1971-75. There had been a year of severe
worker's revolts in 1970. The government's "price pegging" brought a
shaky but important peace. Over the years, however, financial pressures
grew too severe. Back-to-back price increases for dairy and meat
products were initiat~ in 1978. Riots and general unrest spread
throughout the country.
Political stability is truly the final goal of Socialist countries.
If the consumers are allowed all of the freedoms given in market
economies, their tastes and preferences wi 11 drastically affect the
production mechanism. For this reason, price is used to manipulate
demand. And yet, the people must be given some incentives to continue
with the state plans. For this reason, there are subsidies, wage
incentives, medical benefits, secured employment and income, death
benefits, and free education opportunities.
There are definite advantages to both state and market systems. On
the other hand, there are al so some di sti net disadvantages. Some of
these will be highlighted in the critical analysis.

4

40

Critical Analysis
With the exception of Josef Willzynski and Constantin Krylov, the
other writers about price and Socialist economies I studied condemned
the systems. Writers such as Marie Lavigne and Paul Gregory criticized
the Socialist economies for being arbitrary, inefficient in their use of
natural resources, exploitive of the people and ignorant of the
consumers real needs. The criticisms can be recognized as genuine when
one analyzes the various economies. However, there is something to be
learned from the Socialist system that could be of value to the
countries using the market system. I am not advocating total adoption
of the state economy. I do see some of its merits, however.
First of all, I agree with Jozef Willzynski in stating that ag
article 1 s value for society should not be based on the amount used.
Just because every household has a dishwasher or television should not
mean tha it is of greater value than old books about Japanese
culture.
I take it another step further--the Socialist system is not
over burdened by radical changes in consumer demand simply because of
fads. Too often in market economies value is determined not only by the
amount of a product in use but by how 11 cool 11 or 11 hip 11 it is to own.*
There is little fundamental practicality in a sheer top worn by girls
that serve the purpose of getting them noticed or showing off what they
in actuality lack. Why have the biggest set of tires on your jeep or
raciest pinstriping on your vet? In a Socialist economy the potential
of the production system is not wasted on frivolity or fads.
On the other hand, those criticizing the Socialist system can use
this point of controlled or directed demand to defend the market
economy. Freedom of choice or consumer sovereignty is protected in the
market system. This is the basis of free enterprise. What would happen
to the system if companies were prevented from developing new products
or services that may be considered consumer fads or frills? Some
products cannot be produced because of their potential danger to the
consumer. For the most part, however, the rule of production is 11 if the
consumer demands it, someone will produce it! 11 This may be the reason
why market economies consistently supply the world with the newest
technologies and most innovative products.
There is a definite paradox involved here. Perhaps the advocates
of the 11 convergence theory 11 are right? Will the market systems and
state systems become increasingly similar? Will both systems surrender
a little individuality and evolve into each other? In time, this might
be the outcome. But, for the present, it is best to respect each system
and work around the differences.
1
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Raymond E. Glos and Harold A. Baker, Business: Its Nature and
Environment, 7th ed. (Cincinnati: South-Western Publishing Co., 1972),
p. 238.
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4Richard G. Lipsey and Peter 0. Steiner, Economics, 6th ed. (New
York: Harper and Row, 1981), p. 945.
5The exception to this general rule involves inferior goods. The
more income one receives, the less inferior goods he will purchase. It
is important to keep this in mind.
6This postulates that increased competition will cause a product
to become increasingly elastic.
7Milton and Rose Friedman, Free To Choose (New York: Harcourt,
Brace, Jovanovich, 1980), p. 39.
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Terpstra, p. 508.

19 Terpstra, p. 481.
20 oue to the unsettled situation in the People's Republic of China,
this report will not study its state economy. There are state economies
in Europe that will also not be studied.
21 Jozef Wilczynski, The Economics of Socialism edited by Charles
Carter (London: George, Allen and Onwin, 1982), p. 129.
22 Interview with Clayne Pope, Brigham Young University, Provo,
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23 Marie Lavigne, The Socialist Economies of the Soviet Union and
Europe (New York: International Arts and Sciences Press, 1974), p. 227.
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Economies (Cambridge: Cambridge University Press, 19 9 , p. 158.
31 spulber, p. 158.
32 w·1
, czyns k",, p. 132 .
33 o;i, natural gas, gold, uranium, iron, lead, zinc, etc. These
raw materials have set prices.
Important consumer goods like
automobiles, appliances, meat and gasoline also have set prices.
34 zycie gospodarcze, February 25, 1968, p. 11.
35 w·1
1 czyns k",, p. 133 .
36W", l czyns k., , p. 135.
37W", l czyns k., , p. 136.
38 Spulber, p. 87.
39 Paul R. Gregory and Robert C. Stuart, Soviet Economic Structure
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40 Gregory and Stuart, p. 58.
41 Hans-Hermann Hohmann and Gertraud Seidenstecher, The East
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42 oECD Economic Surveys, Yugoslavia (Paris: CEDEX, 1982), p. 38.
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Hohmann and Seidenstecher, p. 21.

44 Hohmann and Seidenstecher, p. 44.
45 Hohmann and Seidenstecher, p. 96.
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47 Presumably, today's value system would place more worth on a
dishwasher than on a book about some foreign country many years ago.
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